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ABSTRACT 
Frince benefits as a term was coined by the War Lavdor 

Board during World War II to describe the various indirect 
benefits which industry had devised to attract and Keep 
labor when increases in direct wages were not permitted. 
Although some "fringes" had their beginning as early as 

the 1700's, World War II was the big accelerator for their 
growth. This study examines the background of, and prea 
sents statistics on this phenomenal growth over the last 
twenty~five years. It analyzes the problems involved in 


" and examines 


cost accounting these new "indirect wages 
the attitudes of management and labor towards them. 
Thoughts, by Academicians and Economists, that have been 
generated by the various problems in the field are pre= 
sented along with the trends for the future. The appendix 


contains an analysis of comparative costs of fringe benetits 


in industry and the military services. 
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CHAPTER I 
INTRODUCTION 


Fringe benefits as a descriptive term was first coined 
by members of the War Labor Board during World War II. They 
used it to describe the various indirect benefits that 
industry had devised to attract and keep labor when direct 
wage increases were not permitted. 

Although World War II provided an accelerator for the 
growth of these supplemental wages, many of the basic bene= 
fits had been offered, in one form or another, by companies 
as early as the early 1900's. The idea behind the present 
day group insurance plans dates back to the middle ages when 
trade guilds had mutual benefit funds for accident and sicke- 
nesse Some of the company plans for paid vacation and holie- 
days ante date 1900. In general, however, prior to World 
War II most benefit-plans were for the white collar salaried 
employee. The significant growth in benefits for the hourly 
wage earner has taken place in the last twenty-five years. 

An analysis of the impact of fringes on production costs, 
collective bargaining and ultimate benefit to the employer 
and employee is made very difficult because of the broad de=q= 
finitions for terms and the widely divergent attitudes to= 
wards what constitutes a fringe benefit. There are only one 
or two existing books that even attempt to explore this area, 
Most of the information exists in the form of surveys made 
by the Department of Labor and Chamber of Commerce of the 


United States; reports by the National Industrial Conference 








Board; articles in various professional periodicals; studies 
by labor union economists; and articles appearing in the var- 
ious news media. 

The writer has come to the conclusion that any statiste- 
ics presented in any one survey or study have been arranged 
in accordance with the prevailing attitude of the Economists 
or organizations presenting the particular paper. This is 
certainly to be expected in any field but several factors 
make these differences even more significant than would be 
ordinarily expected. It has been only in the last 10-15 
years that any attempts have been made to cost analyze the 
various fringe benefits. The ground rules and standards are 
still being formulated. The presence or absence of a partieg 


'" can have 


cular benefit, in considering a “fringe package,’ 
as much as 50 to 100 percent effect on the "statistics" 
presented. For example, the Chamber of Commerce includes 
paid vacations, holidays, and sick leaves as fringe benefits. 
They are considered as extra costs of production. The AFL= 
CIO objects to this procedure as being misleading. They 
maintain that these benefits provide no more hourly or annual 
income for the worker than he would receive if he had no vaca= 
tion, holiday, etc. 

In the pursuit of objectivity in presenting this report, 
the writer contacted the following sources; 

1. The Chamber of Commerce of the United States 

ee Department of Commerce 
- Department of Labor 
- American Federation of Labor and Congress of 

Industrial Organizations 


United Mine Workers of America 
International Brotherhood of Teamsters, Chauffeurs, 


OVW FN 





Warehousemen, and Helpers of America 

National Industrial Conference Board 

The Twentieth Century Fund 

Foundation for Economic Education 

10. American Enterprise Association 

11. Vice Admiral T. G. W. Settle USN Ret., member 
of the 1962 Department of Defense Gorham 
Board for Survey of Military Compensation. 


Oo ON 


Return information was sometimes meager, but in every case, 

a surprising amount of interest was indicated. Further leads 
were always volunteered. Mr. Abraham Weiss, Economist for 

the Teamsters Union, replied with a four-page personal letter 
in which he covered the labor philosophy and ramifications of 
fringe benefits in collective bargaining. Vice Admiral Settle 
took time from a busy schedule to forward many facts, figures, 
and personal memoranda generated during the studies covering 
supplemental benefits in the military. 

It is the purpose of this paper to attempt to organize 
and synthesize the widely scattered information available on 
the subject and then analyze the impact on costs of production 
and employee attitudes. Additionally, a comparison of indust- 
ry fringe benefits with military benefits will be made within 
the framework of definitions and cost accounting presently 
available. Finally, an analysis of trends in fringe benefits 
and an answer to the question, "Do Fringes Pay For Themselves", 


Will be hopefully attempted. 
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CHAPTER Ii 
DEFINITION OF TERMS, BACKGROUND, AND STATISTICS 


Cver the past twenty years, the various supplemental 
benefits have more or less come to be grouped in the follow- 
ing general categories in most of the articles and surveys. 
(The nomenclature will be used throughout this paper). 

Premium Pay Practices 


Overtime Pay. 

Shift Differentials (Additional pay for the 4300 to 
12.00 PM shift and another slight increase for the 
least desirable, Midnight to 83:00 4AM shift). 

Extra pay for Saturday, Sunday, or Hclidav work. 

Call-in pay (When unexpected work load requires conm- 
pany to call workers in after their regular shift. 
Usually a minimum is guaranteed regardless of how 
short a time is worked.) 


Time Off With Pay or Pay For Time Not Worked (Employee 
Absent) 


Paid vacations) 

Paid Holidays ) sometimes grouped as PAID LEATE 

Paid sick leave 

Payinents for summer military leave, personal excused 
absence (death in family, etc.), jury duty, voting, 
witness, etc. 





Pay For Time Not Worked (Employee present at company) 
Paid Rest Periods. 
Lunch Periods. 
Wash-up Time. 
Clothes Change Time. 
Get Ready Time, etc. 


Health Benefits 


Sick and Accident Insurance. 

Hospitalization. 

Medical-Surgical Insurance. 

Major Medical Insurance (Of recent origin; to protect 
we infrequent, very expensive medical 
bills. 








Workman's Compensation. 
Life/Accidental Death/Dismemberment Insurance, . 
Company Health and Medical Program (In-house program) 


Security Benefits (Employer's contribution) 


Legally Required 


Old age, Survivors, and Disability Insurance. 

Unemployment Compensation. 

State Disability Insurance (Employee contribution 
only in some states). 


i Benefits (Collective Bargaining or Paternal- 
ism). 


Pensions. 

Supplemental Unemployment Benefits (SUB). 

Severance Pay (Separation or Termination Allowance). 

Technological Adjustment Pay (Of recent origin: used 
when worker loses out to technological advances; to 
cover retraining, etc.). 


Services to Employees 


Meals Furnished by Company (Free and Below Cost). 
Discount On Goods. 

Moving Expenses. 

Recreation. 

Education Subsidies. 

Credit Union. 

Membership in Outside Organizations. 

Clothing (work/safety). 


Bonuses, Contributions, Profit Sharing, etc. (For which. 
the employee renders no direct or special services). 


Profit Sharing. 

Stock Purchase Plans. 
Stock Bonus Plans. 

Savings Plans. 

Christmas or Annual Bonus. 

Tracing the development of fringe benefits is made dife 
ficult due to the fragmentary statistics available for tne 
period prior to World War II. However, a historical trend 
can be established, keeping in mind that only a "feel” for 


the relative comparison between time periods is possible. 








(The present day statistical surveys are based on different 
interpretations of what constitutes the particular benefit. 
Different wage bases are used; the older statistics (prior 
to 1945) were sometimes compiled from estimates rather than 
from factual data). 

To insure that the reader is oriented in his thinking 
as to what comprises the various supplemental benefits and 
to set the scene historically for more comprehensive dis- 
cussion, a brief thumbnail sketch will be presented on each 
benefit. Terminology is sometimes misleading and often chang= 
es from industry to industry, to union. (For example, the 
difference between a “company medical plan" and a "medical 
plan".) To derive information from the analysis, the reader 
should be familiar with the “fringe vocabulary" that has e= 
volved with the programs. 

Premium Payments. 

The concept of premium payments for overtime, weekend, 
and holidays for hourly workers, has been accepted by some 
companies for years. The Wage and Hour Act of 1938 brought 
most companies into line and standardized the normal work 
week in steps down to 40 hours by 1940. Any time cver this 
normal time was considered overtime and the worker was come= 
pensated at the rate of 14 times his normal hourly wage. Ex-= 
ceptions were permitted in industries of seasonal nature to 
permit scheduling work on an annual basis; restricting total 
normal time to 2080 hours for a 52 week period. During the 


war the Nation went on the six day 48 hour week. an executive 








order stopped excesses in premium pay for continuous opera 
tion by prohibiting premium pay for Saturday and Sunday. une 
less these days constituted the sixth or seventh day of the 
regular work week. However, the same order authorized 
double time to be paid on the seventh day of a work Week. 

When the courts held, in the Mr. Clemens Pottery Case, 
that time spent getting ready to work should be paid for as 
working time, many lawsuits Were initiated to obtain back pay 
for alleged work time. Public Law 49, the famous Portal to 
Portal Act, was passed to the effect that unless the company 
had agreed to such practice in collective bargaining er had 
established a precedent for payment such as this, there was 
no liability for overtime for traveling to and from work or 
for activities preliminary or postliminary to the principle 
work activities. 

In establishments where it is necessary to maintain 
night-time as well as daytime shifts, a uniform cents=per= 
hour addition to first shift rates is the most prevalent 
condition existing in industry. For example, the second 
shift might receive 8 cents per hour more, and the third 
shift, le cents per hour more, than the first shift rates. 

The ground rules for premium pay that were established 
in the late 1930's and the 1940's are still the basis for 
these benefits today. In 1963, President Johnson backed a 
proposal for double pay for overtime as a solution to the 
unemployment problem. At this writing no Congressional 


action has been taken on the proposal. 








Time Off With Pay. 

For salaried workers, paid time off for vacations ana 
holidays and various other reasons has long been considered 
aueCONGist Onno r Sriniley erie The concept developed largely 
after World War I Although at least five companies hac pians 
prior to 1900. “‘ompanies have followed the custom of cleése 
ing on publicly recognized holidays for years. Many granted 
time off for vacation or other reasons when an employee had 
a justifiable reason. The big difference now is, that in 
addition to time off, employees are also paid for the time orf. 

The reasons for the 25 year lag in granting these bene= 
fits to the hourly worker are difficult to determine. The 
salaried workers were closer to the "front office”, and it 
Was assumed that they would make up the lost work on their 
own time. (Note that there was no overtime pay involved for 
@ salaried worker to make up lost work). Salaried workers 
were also viewed as overhead and not as a direct labor cost 
of production. Hourly workers, on the other hand, Were view- 
ed as a direct labor cost and the traditional concept was, 
"no work =~ no pay". 

There are no Federal or even State statutes that regulre 
the employer to grant pay for time off in the form of vaca- 
tion or holidays. The War Labor Board directives during 
World War II gave impetus to both paid vacations and paid 


holidays for hourly workers. Before the war only 46% cf the 


104 me Off With Pay, (Studies in Personnel Policy. No. 156. 
New York: National Industrial Conference Board, Inc. ,195%, 0.7. 





companies participating in a National Industrial. Conference 
Board Survey granted paid vacations. In a 1956 survey, 99% 
of the companies were granting paid vacations. Likewiée, 
only 14% of the companies granted paid holidays to hourly 
workers prior to 1939. ‘The 1956 survey indicated that 96% 
now four 

Closely related to vacations, is time off for military 
training. Prior to World War II, the relatively small group 
of employees scheduled for summer training with the National 
Guard or Reserves, utilized their vacation period fer such 
training. As a result of the war there was an enormous growe 
th in the number of employees subject to obligated training 
periods during the summer. For the first few years after 
the war some companies did, and many did not, grant addition= 
al time off, over and beyond vacation time, for their emploj- 
ees. By 1952, about 60% of the companies surveyed by NICE 
Were granting additional time off. In 1955 the Reserve Forces 
Act made reserve training compulsory and included penalties 
of 45 days of active duty for failure to fulfill annual trating 
ing requirements. Unions became more vocal in demanding not 
only time off but with pay. By 1957, 85% of the companies 
surveyed were granting additional time off for those Who must 
attend summer training. The manner of granting pay for this 
time varies from no company pay at all, to the company making 


up the difference between military pay and company pay the 


@Ibid., DD. 7<24 


PIpid., pe 25 








employee would have peaeueeara 

In 1957, twenty seven states had laws assuring employees 
sufficient time off to vote on Election Day. Not ali of these 
States designate a specific time or duration. Eleven of then 
have stipulated two hours as actual time allowed and mone pro- 
vide for more than four hours. As in the case with vacation 
and holidays, salaried workers have traditionally had time 
off to vote for years, but it has only been in the past ten 
years that there has been a significant increase in the nume= 
ber of hourly workers allowed off during working hours for 
the purpose of voting. (This should not be construed to in-= 
dicate that hourly workers did not vote without being absent 
from their jobs. The polls in every state open early snough 
and close sufficiently late to permit workers to vote ovuteide 
their normal working hours. ) 

In a survey by the Netional Industrial Conference Board 
in 1954, only one third of the participating companies allow- 
ed hourly workers to take time off to vote, as compared to 90% 
for salaried workers. By 1957, forty-five percent of surveye4 
companies granted paid time off for aime. 

Hourly workers still lag far behind the salaried workers 
in paid time off for personal reasons (death or illness in 


the family, marriage, jury duty, sick leave, etc.), but union 


“Thids, De 25 


> Personnel Practices In Factory and Office. Fifth edition. 
(Studies in Personnel Policy, No. 145. New York: National 
Industrial Conference Board, Inc., 1954), p. 8 


LO 








bargaining is steadily closing the gap. Surprisingiy enough, 
paid sick leave, which is one of the major fringes for civil 
service workers, was provided for only 20% of the collective 
bargaining agreements examined in a Bureau of Labor study in 
1959.° The small percentage is explained primarily by the 
fact that most manufacturing plants provide pay during at- 
sence for iliness through sick benefit insurance rather than 
through paid leave. Traditionally, paid sick leave has been 
limited to the salaried workers while the hourly worker was 
covered by sickness and accident insurance. Company re-evale 
uation of practices and union pressure have led to significant 
increase of paid time off for jury duty and death in the 
family. Little change has occurred in the policies towards 
the other various personal absences. 


Pay For Time Not Worked, (Employee present at company). 





Coffee breeks, per se, are a result of the war-time ine 
novation used to make factory work more palatable for women. 
They have continued today as unilateral agreements worked 
out for salaried workers. The term is sometimes found along 
with "smoking time," "relief periods”, etc., included in 
paid rest periods for the hourly worker. 

Provisions for paid rest periods were included in only 
25% of the major collective bargaining agreements in effect 
in 1959. However, there are undoubtedly many more informal 


Supaid Sick Leave Provisions in Major Union Contracis, 
1959", Monthly Labor Review, October 1960. 


TRest Periods, Wash Up, Work Clothing, and Miiitary Leave 
Provisions in Major Union Contracts. (Bulletin — Noe meey ice 


Bureau of Labor Statistics, 1961). p. 40. 
A, 








informal agreements between company and employees than this 
figure would indicate. (The matter of rest periods may be 
covered by plant rules or by long standing company policy). 
Legally required rest periods applicable to wemen workers 
may also lessen the need for specific collective bargaining 
provisions. (At least twelve states have laws relating to 
rest periods for women). It has been estimated that prior 
to World War II only 25% ef the companies, informally or 
formally, observed the practice of granting rest neriedee: 
During the war this figure jumped to about 32% for men and 
54% for women. There was a definite slump after the war, 
followed by a build up to 56% for men and 65% for women by 
1955.7 

A Bureau of Labor study in 19&9, revealed that only a= 
bout 17% of the collective bargaining agreements contained 
specific provision for Wash-up, clean up, etc., during reo 
gular working hours. It was assumed that informal agreements 
Were Wide spread. In the 130 agreements that stated definite 
time allowances; five minute clothes change and ten minute 
wash up periods were the most prevailenae ° 

Health Benefits. 

Legislated protection for an injured worker dates back 
to a Federal Act in 1908, which covered civil service 


Sctudies in Personnel, Policy No. 59, New York: Nationai 
Industrial Conference Board, 1943, p. 10. 


7 Prancis M. Wistert, Fringe Benefits. (New York: Reinhold 
Publish Corp., 1959), pe 43. 


10Zunabor Bulletin No. 1279, op. Cite, pp.G+15 


12 








employees. By 1920, forty-two of the states had enacted simi 
lar laws to eliminate the problems and uncertainties facing 

a worker who had to file suit and prove that the employer 

was negligent in order to coliect damages for injuries. JUs= 
panding upon the state, the employer must either obtain in= 
surance to protect the risk or give proof that he can carry 


"selfeinsurer”. 


his own risk and qualify as a 
Sickness and Accident Insurance, sometimes referred to 
as cash disability benefits, provides payments to workers to 
compensate partially for loss of wage income during absences 
caused by accidents and illness arising off the job, which 
workman's compensation dees not cover. This proctection haa 
its beginning in 1896, with employee sponsered plans. Since 
the 1920's, there has been an evolution of company partici- 
pation. ~ In a study conducted by the Bureau of Labor in 
1958, the employer paid the full cost of the benefits in 60% 
of the plans examined. Under almost ail of the remaining 
40%, workers shared the cost with the employer.“ 
Hospital Benefits are provided under private health anid 
insurance plans and are almost invariably limited to disabili- 
ties from non-occupational causes. Benefits are provided in 


form of cash or services, or both. Again, in a BLS stuiy 


1Ly,, W. Ilse, Group Insurance and Employment Retirement 
plans. (New York: Prentice Hall, Inc. 1953), p. 161. 


te nealth and Insurance Plans Under Collective Bargaining, 
(Accident & Sickness Benefits, Bulletin No. 1250 = Bureau of 
Labor Statistics, 1959), pp. l=4. 


Ue 








in 1959, the entire cost of hospital benefits was borne Ly 

the employer in 60% of the plans. In the remaining plans 
ih 

the workers shared the cost with the employer. ? 


Surgical and Medical, as with the hospital benefits, 





are almost invariably provided for non-occupational causes. 
(The reason, of course, is due to the coverage of occupation= 
al disabilities by workmen's compensation.) Both the hospital 
and the surgical/medical insurance plans are comparable to 

the Blue Cross and Blue Shield Plans which had their start 

in the 1930's. In fact, many companies subscribe to these 
plans in providing these coverages for their employees. 

In 1912, there was an attempt to pass a Federal law pro= 
viding for twenty-six weeks of benefits (similar to present 
sickness and accident insurance) that would have granted twoe 
thirds pay plus medical and surgical expenses. A reserve Was 
to be established for payments, to which the State woulda con=- 
tribute 20%, the company 40%, and the employee 40%. The idea 
was scrapped because the workers objected to deductions frem 
their pay; the company objected to the cost; and Samvel 
Gompers, representing the unions, objected to the plan as 
eee oe It was not until after World War II tnar 

any real impetus was given to hospital, surgical/medical 
plans. The trend now is "more", and entirely employer fine 


anced. 


1 Health and Insurance Plans Under Collective Bargain- 
ine, (Hospital Benefits, Bulletin No. 1274, Bureau of Labor 
Statistics, 1960), pp. 1-5. 
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Major Medical Expenses benefits or catastrophic iilu: 
insurance was only introduced about 1950. Ten vears later, 
a Bureau cof Labor etudy revealed that one fifth of the work- 
ers in the plants surveyed had this coverage; usually as 4 
supplement to basic hospital, surgical/medical insvrance. 
All plans have a "co-insurance feature” under which the 
insurer peys 75 or 80 percent of covered expenses and the 
insured the balance. The plans, in general, provided for a 
maximum of $5000 per disability or set lifetime limits of 


85000 to $10,000.7° 


(These figures are only approximate and 
are rendered at this time for the sole purpose of providing 
the reader with a "feel" for the scope of this new benefit. } 

The entire premium is borne by the employer in less 
than one out of three plans in the forty-three plans examined 
by BLS. These plans are still undergoing evaluation ard 4 
foreseeable trend is to increase lifetime limits for the 
younger ee 

Life Insurance/ Accidental Death and Dismemberment benefits 
are usually covered under the same policy. The life insur- 
ance portion of all collectively bargained insurance plans 
invariably covers death erising from any cause at any time. 
Some plans limit accidental death and dismemberment (ioss of 


limb(s) or eye(s) benefits to off=-the=job accidents since 


protection for on-the-job accidents is provided by workmen's 


so yealth and Insurance Plans Under Collective Bareaire 
ing, (Major Medical Expense Benefits, Bulletin No. 129%, 
Bureau of Labor Statistics, 1961), pp. 1=6 


Ibid. 
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compensation. All three benefits are generally provided 
through term insurance policies purchased from ccmmercia! 
insurance carriers. (The first major group plan ever written 
by an insurance company was for Montgomery Ward in 1912.)*! 
Statistics on the growth of insurance plans are merged under 
the overall heading of Health and Insurance Plans. Available 
data from The Bureau of Labor, on collective bargaining agrees: 
ments only, indicate that these plans have grown from @ ccver- 
age of .6 million workers in 1945 to 14.5 million in 1960.2° 
In a study conducted by the BLS in 1960, the entire cost of 
life insurance was paid by the employer in 60% of the plans 
examined. The cost was shared in the remaining plans. 4f= 
cidental death and dismemberment benefits were included in 
almost one half of the 300 plans and were paid for by the 
employer in 70% of the ene? 

Company Medical and Health Programs include the “in 
plant" programs that provide for curative care for industrial 
injuries, preplacement examinations, periodic examinations, 
post lay off examinations, termination examinations, visual 
and hearing programs, preventive medicine, etc. In most in- 
stances these services in their inception in the early 1yCC’. 


resulted from the enactment of workmen's compensation las. 


Plsaise. Op: cats, pt 69. 


18 yealth and Insurance, and Pension Plan Coverage Jn 
Union Contracts, (BLS Report No. 228 Bureau of Labor Statistics 
1962) 9 PDPe 1-4. 


l9uealth and Insurance Plans Under Collective Bargaining 


(Life Insurance and Accidental Death and Dismenberment. 
Bulletin No. 1296, Bureau Labor Statistics, 1961), pp. 1=4. 
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These laws caused industry to recognize the value cf insti-= 
tuting on=the-premise facilities for prompt medical care 
workers who were injured on the job or affected with occupa: 
tional Treesee This function remains es an important rea: 
son for the existence of these programs but, as can be seen 
by the preceding paragraphs, many additional services have 
been added. The overall attitude of management towards the 
individual worker has changed in the past thirty to forty 
years. Concern for the worker and realization that prevent- 
ive medicine saves money in the long run, have generated the 
new approach. Most companies exclude these services from 
the list of fringes since, like safety clothing, suggestion 
awards, etc., the costs versus savings are difficult te de= 
lineate. 


State Disability Insurance is not generally considered 4 





fringe since in most states it is paid fer by the employee. 
It is discussed here for clarification purposes and to fam= 
iliarize the reader with the terms that will be employed in 
later discussions. Since several states have some form of 
disability insurance, California's plan will be the basis fe: 
some generalizations. 

Disability insurance is payable when the employee cane= 
not work because of non-occupational sickness cr injury. 
Wage earners covered under the unemployment insurance pro- 


visions are covered under disability insurance. The empleyer 


““Company Medical and Health Programs, (Studies in 
Personnel Policy, New York: National Industrial Conference 
Board, 1954), pp. 5-13. 
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withholds about 1% of tke worker's wages which is paid into 
a state fund. Benefits range from $25 to 477 a week, based 
on a formula tied to the average total weekly oe ae 

Security Benefits (Compulsory). 

Federal Old-Age, Survivors, and Disability Insurance 
benefits are meant to replace part of the earnings the family 
has lost due to the worker retiring, dying, or being disabled 
(unable to engage in any substantial gainful activity). The 
U. S. Department of Health, Education, and Welfare currently 
states that 9 out of 10 working people are either fully cove 
ered or working towards qualifying credit under the system. 
At present (1964) credit for 3% years of work under social 
Security is necessary to become fully insured. This will ine 
crease by one quarter of a year up to a maximum of 10 years 
by 1991. The plan is financed by joint equal contributions 
by the company and the worker. The current cost to the come 
pany is 3 5/8% on wages up to a maximum of $4800. This will 
increase to 4 1/8% in 1966, and to 4 5/8% in 1968, under cur= 


rent laws 


However, predictions of future costs are "onward 
and upward". Past history indicates that the probability of 
further revision upward of either the maximum amount of wage 
taxable or the rate of taxation, is very high. 


Unemployment Compensation is the system devised by the 


“"mmployers (Beaters on the California Unemployment 
Insurance Code State of California Department of Employment, 
1964), pp. TO 41. 

22 


Your Social Security (OASI - 35, U. S. Department of 
Health, Education, and Welfare, U. Se Government Printing 
OLT ices, 1964), ppe 1-20. 
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individual states to utilize the Federai Unemployment Insur- 
ance that was established by the Federal Unemployment Tax 
under the original Social Security Act of 1935. 

As a result of the "Big Depression" the Federal Govern= 
ment undertook to indemnify the risk of unemployment by re= 
quiring all employers with four or more employees to pay a 
3% Federal tax on their payrolls. The ultimate plan was for 
the states to enact unemployment compensation plans and allow 
up to 90% of the Federal tax to be off-set by payments to the 
state tax. The result is a different plan for every state 
but some generalizations can be made. 

To be eligible for benefits the worker must meet the 
state's minimum prior service and earnings requirements. For 
example, the State of California requires the worker to have 
been paid wages in "covered employment" (employer required to 
pay unemployment insurance taxes) of at least $600 during a 
previous twelve month period known as the "base period”. 
Benefit amounts depend on the wages in the highest quarter 
of the base period and can vary from $25 to $55 per week for 
a maximum of 26 weeks. The worker must be physically able to 
work, available to accept work, and actually seeking work, to 
remain auei eas 

The costs to the employer average 2.4% of wages subject 
to taxation. This amount fluctuates based on the employer's 
"experience rating" under the state laws; i.e., a higher per= 
centage of unemployment in a particular company increases the 


rate of taxation to that employer. The most common method of 


2 state Of California OD. Cist, pp. 1-4. 
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determining employer costs is the reserve-ratio formula. The 
balance between company contribution and paid benefits to 

its employees is divided by the payroll to determine the 
"reserve-ratio". The rate varies up to the maximum of 2.7% 
(based on the 90% off-set allowable against the 3% Federal 
Tax). The Federal tax provision recognizes the incentive for 
stabilization of employment and permits the employer the cred= 
it towards the maximum state tax of 2.7% even though he may be 


paying less due to a good “experience rating." 2 


Security Benefits (other than those legally required). 


Private Pension Plans, like most of the fringes, have 





Seen their most significant growth subsequent to World War II. 
The pension movement began in about 1915, and by 1925 it is 
estimated that four million employees were under a pension 
plan of some type. Quite a few of these plans were pay-as-= 
you-go type plans and were eliminated by the depression. The 
Bureau of Labor estimates that in 1940, the number of employ= 
ees covered by private pension plans was again at four million 
(excluding railroad workers since they were under the Federal 
Railroad Retirment Board at this later date). Wage controls 
and high corporation taxes, during and since World War II, 
accelerated the establishment of pension plans. Their cover= 
age rose to 11.2 million in 1950. Court decisions in 1948- 
1950, made welfare and pension matters a bargainable issue, 
and labor unions gave added impetus. By 1962, the figure 
Stood at 22 million workers covered by private pension plans, 


of which 11 million were under collective bargaininer° 
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aemeeeeroilov er Pension Plans Under Collective Bargaine 


ing(Bulletin No. 1326, Bureau of Labor Statistics,1962),pp.1=-6 
a0 
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Reserves held by private pension funds rose from $12 
billion in 1950, to almost $50 billion in 1960. In compari- 
son, public pension funds (Social Security, Railroad Retire=- 
ment, etc.) only rose from $26 billion to $56 billion during 
the same period. Reserves for private funds continue to 
grow at approximately $4 billion per year. Of these private 
plans, $18.7 billion were under an insured type of program 
Where an insurance corporation administered the funds and 
guaranteed a fixed level of retirement income to the member. 
About $31 billion were set up as pension trusts in which an 
investment bank or independent board of trustees administered 
the funds. Security of the pensions depends on the solvency 
of the pension trust. The funds are generaily invested in 
stocks and bonds and have the advantage cf flexibility and 
higher rates of return over the insured Pllaneee” In 1960, 
only 462,000 workers were covered by unfunded plans according 
to a BLS study released in Nogse 

Generally speaking, four types of pension=-plan adminis= 
tration are to be distinguisheds 

(1) The single employer administered; usually non=con= 
tributing from employees and administered through a trustee. 


In 1956, it was estimated that 86% of all covered employees 


2Ousriam Kerpen and Mitchell Meyer, "The Growth in 
Corporate Pension Funds," Management Record, XXIII, 7-8, 
Ulva. 196i bp. loot. 


“T Prevalence and Characteristics of Unfunded Pension 
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were in pension plans of the single employer sect 


(2) Single employer-union (jointly administered); the 
company contributes an agreed upon amount per employee to the 
fund that is administered by a board of trustees in which 
there is equal representation of company and unions -o2 

(3) Multi-employer-union (jointly administered). (Sim= 
ilar to (2) and evolved along with multi-employer collective 
bargaining agreements.) These plans are most commonly found 
in industries such as construction, food, apparel, service 
and trade, etc; characterized by seasonal and irregular em= 
ployment, small establishments, and such frequent job changes 
that few workers remain with a single employer long e1cugh to 
qualify for a pension. Multi-employer plans had grown from 
practically zero in 1947 to coverage of 3.3 million workers 
in 1959.7 

(4) Wholly union administered plans, where the funds 
come from dues and assessments paid by union members and are 
administered by a local or International union. (Relatively 
few funds are administered solely by unions.) 

It can be seen that (1) and (3) comprise almost 100% 


of the types of pension plans. There are very few unfunded 


plans remaining. Of the funded plans, 60% of the reserve 


28 paul Harbrecht, S. J., Pension Funds and Economic 
Power, (New York: The Twentieth Century Fund, 1959), pp.43-46. 
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? prevalence of Multi-employer Pension Plans Under Col- 
lective Bargainine, (Preliminary Release, Bureau of Labor 
Beatreules, |96l), pp. L7. 
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funds are in pension trusts while the balance are in an in« 


sured type program. 


Severance Pay Plans have arisen because of the growing 





concern for the major problems of adjustment for workers 
who are dismissed from their jobs due to recessions, plant 
relozation, technological innovations, etc. Unfortunately, 
Statistics are scanty prior to World War II. Many companies 
after the depression had a unilateral policy of granting some 
form of severance pay to facilitate worker adjustment in seek= 
ing new employment. The Bureau of Labor estimates that only 
5% of the collective bargaining agreements in 1944, contained 
provisions for severance pay. However, by 1956 this had in-= 
creased to 16% of the agreements and covered 25% of the indus= 
trial workers. The AFL-CIO estimated in 1959, that 35% of all 
workers under union agreements had formal provisions in their 
contracts for severance sae There are indications that many 
companies have informal severance pay arrangements. The Nation« 
al Industrial Conference Board found that all but 7 of 242 
manufacturing companies surveyed, had provision for severance 
pay after five years of Silom = 
Due to the variety of plans existing, generalization 
only will be made at this time. The average payment tends 


to be one week's pay for each year of service up through ten 


ON severance Pay Plans," AFL-CIO Collective Bargaining 
Report, Vol. 4, No. 10, October 1959. 


-ligeverance Pay in Manufacturing", Manazement Record, 
XXI Noe 5, May 1959, p. 154+. 
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years. Workers with over ten years service usuaily receive 
a higher rate of severance pay. 

Supplemental Unemployment Benefits,(SUB). 

In 1955, in negotiations between Ford Motor Company and 
the United Auto Workers, the union pushed for a guaranteed 
annual wage (GAW) proviso. This, Ford rejected, due to3 (1) 
unlimited liability of the company, (2) costs not predictable, 
and (3) payments would be at a time when the company could 
least afford them. <A counter proposal, which became known 
as the "Ford Supplemental Unemployment Benefit Plan", was 
made and accepted by both parties.°* 

The plan has spread throughout industry and is one of the 
fastest growing of the "fringes". The Bureau of Labor com= 
piled a digest of nine different plans in effect in 1963. 
While all the plans were designed primarily to provide week= 
ly supplements to state unemployment compensation, most have 
incorporated severance pay provisions also. Some have incilud-= 
ed moving allowances ranging from $55 to $580 if the worker 
must move to a different locale to take a new job. A few 
have added benefits payable if the worker is not employed for 
a full work week of forty hours. 

Plans are either "individual account" or “pooled funds". 
Under the individual account plan, company contributions 
(average figure of ten cents per employee hour worked) are 


credited to the employee's personal account. Payments of 





-emhe Ford Supplemental Unem loyvment Benefit Plan. (Ford 
Motor Company., Dearborn, Mich., 1955). 
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about $30 per week are made until the account is exhausted. 

Any balance upon termination of employment or death, is paid 

to the employee as severance allowance or to survivor as a 
death benefit. Under the pooled funds, and these are in the 
vast majority, the employer contributes an average of five 
cents per employee hour worked to the fund. Workers build 

up "credits" and "charges" for time worked and not worked. 
These credits and charges are independent of company contri-= 
bution and the employee has no vested rights in the fund. 
Payments are generally dependent on worker's eligibility fer 
state unemployment compensation and l=-2 years of service. 
Payments average $10 = $40 weekly (depending on the financial 
status of the fund) for 26 up to 52 weeks cepending on the plan. 
The few short-work-week benefits vary widely. The amount which 
some plans pay to a worker not completing a full week of work, 
is determined by multiplying a specified percentage of the 
worker's hourly wage by the number of hours that he does not 


mai. 


Payments for Employee Services. 

We now enter an area of fringe benefits where not only 
is there a divergence of opinion between labor and management 
as to whether various services constitute a fringe, but also 
we find split viewpoints among the companies. In general, 
only the following have warranted specific listing on fringe 
surveys: (1) discounts on goods and services purchased fron 


company by employees, (2) employee meals furnished by company, 


> ni vest of Nine su plemental Unemployment Benefit Plans. 
(Bulletin No. 1365, Bureau of Labor Statistics, 1963), pp.1=25. 
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and (3) educational subsidies to employees. The remainder 
are either buried under “miscellaneous” or excluded from 
the surveys as being inconsequential. 

It is considered that the sample listing on pages 4 and 5 
of this paper is fairly self explanatory. It is not purported 
to be all inclusive but merely representative of the services 
most frequently listed, or the latest entries in a rapidly 
changing field. In a survey of nine companies by the National 
Industrial Conference Board in 1952, for the purpose of formue 
lating criteria for computing fringe costs, it was determined 
that most companies would exclude all of the so-called sere= 
vices to employees from the “fringe package" except for cafe= 
teria losses and recreation Soe A brief background 
on two newcomers; moving expenses and membership in outside 
organizations, wlll be the limit of "reader familiarization” 
in this particular area. 

Moving Expenses. Of 151 companies, surveyed by NICSE in 
1956, which pay some portion of their employee's moving ex= 
penses, practically all pay such expenses for top management 
and supervisory personnel; 95% contribute towards expenses 
of technical and professional workers; 89% assist salesman: 

72% help clerical workers; and nearly 70% help rank-and-file 
production and/or operating employees. As a rule, companies 
pay none of the moving expenses of transferred employees unless 


the move is made at the request of the company. The full cost 


of transferring employees’ furniture is paid by over 90% of 


34computing the Cost of Fringe Benefits, (Studies in 


Personnel Policy, No. 128. New York: National Industrial 
Conference Board, 1952), pp. 3-19. eae 
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the companies. Very few imposed any limit on the amount oar 





furniture that will be moved. Approximately 92% of the com 


ene See Se 





panies surveyed pay for the transportation of families tec the 
new location. In the 1960 re=survey of 35 companies, the 
same patternof 80% paid for insurance ceverage. The trend 
toward underwriting losses sustained by unexpired leases had 
increased from 33% to 66% of the companies. The percentage 
of companies making loans to assist in the purchase of new 


35 


homes remained at 25% for the 1956 and 1960 surveys. In a 


1962 survey of 46 companies, 61% of the companies guaranteed 
their employees against loss on the sale of their oid home. >” 
Membership in Qutside Oreanizations subsidized by the 
company is a new trend in fringes noted in a 19600 survey by 
NICB. Anumber of companies are encouraging and even reguir= 
ing some of their technical, professional, and sales personnel 
to join professional, trade, and social organizations. It was 
noted that the benefits were double barrelled, in that beth 
the employee and employer stand to gain. The engineer would 
Keep abreast of latest developments which may help him win a 


promotion; the ideas that he brings back te the job can aiso 


> company Payment of Employees’ Moving Expenses, (Studies 





in Personnel Policy, No. 154 New York: National Industrial 
Conference Board, 1956,) pp. 5=40 (1960 Supplement, pp.2-13. 


36 unransferred m®mployees with homes to Sell" Management 
Record XXIV, No. 12 Jec. 1962, pp. 14-20. 
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contribute to his company's progress. The salesman who joins 
social clubs may earn higher commissions but the company adds 


GOvits profits. 


Where this new fringe will iead is stil} 
in the stage of conjecture. It is only offered here as an 
example of how the entire field of supplemental benefits is 
expanding. 
Profit Sharing, Stock Purchase, Savings Plans, and Bonuses. 
In an article for Dun's Review, William Casey, A New York 
lawyer specializing in tax and financial matters and author orf 
Tax Sheltered Investments and Executive Pay Plans, has esti- 
mated that it takes almost $100,000 to buy security for an eme- 


38 Undoutte 


ployee if he lives; or for his family if he dies. 
edly, differences of opinion can be found on his figure but 
eranting that he is not too far in error, it is virtually ime= 
possible for the average executive, much less the average 
Wage earner, to accumlate this capital under our present tax 
sistem. Pension plans (discussed earlier) are one form of 
building this capital. American employers and unions are ene 
gaged in a vast many-sided effort to build capital for their 
workers. 

Profit Sharing was first mentioned in American History 
when Albert Gallatin, Secretary of the Treasury under Thomas 


Jefferson and James Madison, tried it in his glassworks in 


1794. Others tried over the years, but the oldest surviving 


21 tc ompany Pays Membership", Management Review, 49,0ct. 
1960, pp. 59=62. 


38 ys114am J. Casey, "What Price Employee Security?" 
Dun's Review 733 April 1959, pp. 54-56. 
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plan today is the one established by Proctor and Gambie in 1587. 
In a survey conducted in 1927, the National Industrial Confer= 
ence Board found that 197 out of 4,655 manufacturing concerns 
or 4.2%, had profit sharing arrangements.” 

The plans now, as then, are based on two types of dis= 
tributions (1) current distribution, or immediate distri- 
bution plan, and (2) deferred distribution, in which a de-« 
signated share of the profits are deposited in a fund anda 
credited to the employee's accounts for distribution at a 
later date. The proportion of the current distribution type 
has been declining quite rapidly while the deferred type has , 
increased at a phenomenal rate. World War II appears to be 
the significant influence for both trends. Federai regula= 
tions to control wage rates during the war encouraged the 
adoption of profit-sharing plans of the deferred type. To 
Stabilize wages the government forbade establishment of any 
new profit sharing plans of the current distribution type. 
Excess profits taxes were also a great incentive for defer= 
red profit sharing. For every dollar contributed to the 
fund only twenty cents was actually "expended"; as the ree 
maining eighty cents would otherwise have gone into taxes. 

The changing concept of the objective of profit sharing 
has given added impetus to the plans since the war. Previous= 
ly, profit sharing was considered a supplement to the wage 


structure and the employee's share distributed annually or at 


shorter intervals. Now, it would appear that employees are 


?? sharing Profits With Employees, (Studies in Personnel 
Policy, No. 162, New York: National Industrial Conference 
Board, 1957), DPD- lj-11. 
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are more concerned with security than witn hiner wares 


according to a survey conducted by Opinion Research Jerperes- 


tion of New ees eae 


as} 


In a survey of 130 deferred plans and 53 current pisn 
by the National Industrial Conference Board, 56% of the de=- 
ferred and 33% of the current plans computed the employees’ 
share of the profits directly from net income befure provin= 
ine for shareholders dividends. The balance of the pians 
provided for deduction of dividends or earnings for inyestac 
capital before employees share in the wrofits. In general 
the companies which compute empleyees" share direct from net 
income, contribute 15% or less to the fund. For plans that 
deduct for dividends first the contribution senerally is 254 
or more of profits. The contributions go into 4@ fund and 
are usually invested in stocks and bonds. 

The distribution of profits under current pans 16 ueuaniy 
in cash on an annual basis and averased $300 to $400 per parti-g 
Cipant in 1955. Under deferred plans, benefits are given on 
four principle occasions: (1) retirement, (2) vermanent dis= 
ability, (3) termination of employment, and (4) death. Detere~ 
mination of the employee"s share is generally based on employee 
compensaticn and years of service for betn plans. 

Stock Purchase Plans had tneir first big push in the 
stock speculation period of the Twenties. The National Indise 
trial Conference Board estimated that more than one millicn 


- 


wage and salaried workers, in 1923, were purchasing over $1 
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billion Worth of their companies securities, ater jee 
of 1929, most of the plans were discontinued. In &@ survey of 


2700 companies in 1939, only 4.4% sold their securities to 
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renk-and-file employees under an organized program. 
At the end of World War II there was a revival cf inter- 
est in employee stock owmership. In the late 1940"s American 
Telephone and Telegraph Company and Internaticnal Harvester 
reinstituted plans they had dropped in the eariy 1930's. 
Other well known companies adopted plans about the same time, 
but this revival of interest has not led to any stampede for 
stock purchase plans. In 1953, the NICB explored their prin= 
ciple sources of information and could find only 68 formal 
plans for selling stock to employees. (Of these. over nalf 
were inactive.) It appears that company securities are more 
often purcnased in behalf of employees in other types oz 
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plans. In the previously discussed profit sharing pians, 
the employee may receive his share of the profits in the form 
of company stock. The growth of employee savings vians (to 
be examined subsequently) has become another means cf stock 
purchase. 

In the stock purchase plans examined by the NICK there 
were two types of plans found; (1) formal stock purchase 
plans in which the employee makes a committment to buy a 


certain number of shares at a given price and immediately 


starts regular contributions toward payment, and (2) stock 


"stock Ownership Plans, (Ctudies in Personnel Policy, _ 
ge b>Q- New York: National Industrial Conference Board, 16533 
: ms 
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option plans under which the employee is oifered 
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amount of stock at a specific price. (If he exeral: 

option to ovuy, payroll deductions begin immediately with the 
money accumulated until sufficient to cover the entire cost 

of the stock. The employee can decide not to purchase any 

time during this accumulation period.) A 1950 amendment to 

the Internal Revenue Code which gave tax advantages to the 
employee exercising a stock option, has created a trend towards 
tnis type er plane 

Unlike most benefit plans, the stock purchase plans are 
usually of an intermittent nature since the supvly of company 
stock varies. This may account partially for the inactivity 
in many of the plans in the NICB survey since the companies 
rarely g0 into the open market to buy stock for resale to 
the workers. 

Over one half of the companies who have plans, give their 
employees some kind of discount in their purchases of stock. 
One quarter of the plans provide for sale at current market 
value, While the remaining companies usually nave a fixed 
amount for the price to the employeee 

"Standard" Stock Bonus Plan is an extension of the Stock 
Purshase Plans whereby the employee receives a bonus of an 
extra share of company stock after he has paid for 4a Specifies 
number of shares. The term is introduced here because it is 
also used to describe the employer's "bonus" in Emvioyee 
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Savines Plans, (to be examined next). In the latter case the 


i? 


company stock goes into a trust fund whereas in the ‘standard’ 
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stock bonus plans, it does not. Furtherm@re, in tne savin 


plans’ the distributiom of the stock bonus 1emaeier ed i 


r 


go 


in the standard bonus plan the participant receives his sn 
as soon as he has earned it. 

Employee Savings Plans (Thrift Plans, Stock Bonus Plans. 
etc.). As can be discerned from the array of titles, this 
new fringe has been labeled as the instituting companies 
saw fit at the time. Even the term “employee savings” is 
arbitrary and used here beceused the National Industrial von= 
ference Board employed it in their studies. These plans have 
certain elements in common with the deferred profit sharing 
and stock purchase plans. The fundamental difference is 
that in the savings plan a participant voluntarily contributes 
some percentage of his wages to a fund, and the company mat@= 
enes all or»part of ite ©All) contributions are puteintow 
qualified trust and invested, (generally in company stock) 
with distribution at a later date. 

In a survey conducted by the NICB in 1962, it was esti= 
mated that not more than 150 companies have an employee 
savings plan. It is significant that the petroleum industry 
has almost 85% of its employees covered: the "Big Three" in 
auto makers have plans; and U. S. Steel, General Blectric 


As 


and leading companies in chemicals have plans. ~ These lead- 
ers may very well pull the rest of industry with them as 
labor contracts come uv for renewal. (Pavorable tax treat- 
ment accorded these plans was a major consideration. Company 
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in Personnel Policy, No. 184 New York: National Industrial 
Conterence Bord, 1962). pp. 3-14. 
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contributions are deductible from gross income ani af. 
taxable income for the employee until distriocute 
In ninety-four plans examined by the NICB three aiffer, 
tyoves were found: (1) long term plans in which benefits ar. 
usually paid when a participant terminates employment with 
the company, (2) short term plans designed to provide funds 
while a participant is still employed by the company but gen-= 
erally only after 3-5 years participation in the pian, and 
(3) combination plans in which employees can contribute to 
either long term or short term or to both by means of two 
separate funds. About 63% of the companies had long term 
only; 7% had short term only; and 30% had combination plans. 
In 75% of the plans the entire work force was eligivie 
to participate; in the remaining 25% only salaried workers 
were eligible. In almost all plans the worker could choose 
how much he could contribute up to a maximum percentage of 
his regular salary. In 55% of the plans these limits were 
5~6%; another 30% permitted 8% and 10%, the balance were 
usually 3-4%. Sompany contributions vary from 25% to 200% 
of each employee's contribution. The general rule is 50%. 
It was found that about 85% of eligibile employees parti-= 
cipate and of these about 75% contribute the maximun atlow- 
able anita. 
The most common investment media are company common 
stock and U. S. Government bonds. One of the objectives, 


from the company point of view, is to encourage enplcyees 
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Shristmas Bonus ( amnual Bonus). This type UF bonus hee 
been a perennial favorite over the years. Jt is given as 
lump sum, generally at the end of the year, and has acquires. 
the status of tradition in western culture. In a survey of 
125 companies by the NICB in 1959, a specific check fir chances 
in this fringe was conducted. (Companies with less than 25° 
employees were excluded because, in the experience of ‘14 
NICB, the smaller comvanies were alwayve nore biased in “aver 
of the bonus due to closer relationships between employer ace 
employee.) In 22% of the companies (1000 employees and «ve: 
in general) the bonus had been dropoed. Reasons given Were’ 
(1) employee attitude, (2) lower earnings did not justify 4 
bonus, (3) increased labor costs, and (4) company merzer>. : 

No concrete trend can be adduced, but there are incic :- 
bLONS that in some of the larger companies, compensation ame 
made by some of the more sophisticated plans discusseé pr 
viously. it would appear that the Christmas Bonus ie in ne 
reai danger for the immediate future. It is still very 
popular among smaller firms and in the majority of tre tis 


companies. 


A 7 e % OQ ~- 
Tumat's Happening to the Christmas Eonus," Manid4me 


Record, Vol XXI No. 11, November 1959, pp 358-360. 
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COST ANALYZING AND READING STATISTICAL SURVY2IS 


In Chapter II, backercund information was provided on 
the fringes which have the widest use in industry or which 
are recent innovations in this area. In some instances the 
information was a bare minimum because the benefits have been 
a part of our society for at least one generation and are 
either well known or else self explanatory. In other in= 
stances a more comprehensive "sketch" was provided to enable 
the reader to follow the reasoning underlying the ensuing dis=- 
cussion on computing the cost of fringe btvenefits. 

To demonstrate the difficulty in appraising costs of 
fringes, the word "costs" is considered inapvropriate in seme 
quarters. The AFL-CIO draws a distinction between exvendi=- 
tures and costs. They maintain that some fringe benefit exe 
penditures produce benefits or savings for the employer, as 
well as for the worker, and these may reduce his actual 
Weoavs". 

The Chamber of Commerce surveys and the National Indus= 
trial Conference Board reports consider expenditures that 
must be included somewhere in the costs of production and 
therefore reflect on the company's profits, as "costs". 

The Bureau of Labor, in their studies, takes a neutral 


position. It recognizes the problem, however: 


48 ; | 
"Fringe Benefits", Sollective Barrainines Revort, 
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(United 4uto Workers) April 1962, pp. 1-5. 





wes §6) «6G 6 DRId Vacation policy obviously involves an exvend-= 
iture of money by the employer. However, this does not 
reflect the net cost of & vacation pO cy sei cre are 
offsetting savings, which may include the resulting in- 
crease in productivity during the remainder of the year, 
a reduction in absentecism, and a reduction in labor 
turnover. 


On the other end, additional expenses may arise 
through the substitution, training, and transfer of 
workers during the vacation season, the hiring of less 
efficient replacements, the loss of production during 
the vacation season, the legally required payments such 
as the social security tax which applies to vacation pay 
as well as to regular wages, and the administrative costs 
involved. 


A vacation shut down, however, may eliminate train- 
ing and replacement costs, permit uninterrupted mainten= 
ance and repair work, and if coinciding with a slack per-= 
iod or seasonal lull, favorably affect the employer's 
experience rating under State unemployment compencation 
lawse The determination of the net cost of a vacation 
policy is manifestly a complicated accounting problem. +? 


Similar analysis can be made on many of the various fringes. 
As a result the Bureau of Labor does not attemvt to evaluate 


the costs to the employer or the benefits derived by the em- 





ployee. 

The Chamber of Commerce noted the scarcity of information 
regarding the scope and nature of fringes as early as 1947 
and has conducted comprehensive studies for a cross section 
of American industry on a biennial basis ever since. The 
National Industrial Conference Board and the Bureau of Labor 
statistics have made several studies on individual fringe ben- 
efits. The NICB has not attempted a statistical survey of ine 


dustry, as has the Chamber, because it has not reconciled the 


+9 Droblens in Management of Exvenditures Qn Selected Items 
of Supvlementary Employee Remuneration, Manufacturins Establish- 
ments. (Bulletin No. 1186, Bureau of Labor Statistics. 1953 


Deo oe 


disagreements on what constitutes a fringe. The BLS conducted 
a survey entitled tmployer bxenenditures for Selected Suvvlement= 


ary Practices for Production Workers in Manufacturing Induste 





ries, 1959. It has conducted follow-up surveys in other work 
areas, eof, mining in 1960, finance and real estate in 1961, 
and is still formulating ground rules for such surveys as it 

progresses. 

In essence, the only historical series of statistics on 
fringe benefits are those of the Chamber of Commerce of the 
United States. (The Department of Commerce has published some 
fringe data in its National Income Statistics since 1932, 

With some information reworked back to 1929. However, its 
definition of "Supplements to Wages and Salaries" includes 
only the legally required payments and employer contributions 
to pensions and limited health benefit funds. The data are 
not nearly as comprehensive and cannot be compared to the 
Chamber surveys. (When the writer contacted the Department 

of Commerce for information on "supplemental benefits", he was 
referred to the Department of Labor for relevant statistics.) 

Comparison between the only two sources of fringe sur-= 
veys, Bureau of Labor Statistics and the Chamber, is difficult 
tkecause of the differences in grouping fringes, defining 
fringes, etc. In general, the scant comparison that can be 
made (between the one BLS survey and the Chamber's for the 
same year) indicates that they are in very close accord, with 
the BLS reporting a slightly lower level of benefits. 

Companies and unions recogniZe that data on the costs of 


fringe benefits are a necessity for negotiations. The companies 
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also use the information for cost analysis and educating their 
employees on the benefits which they are receiving over and 
beyond their hourly wages. 

In negotiations unions usually do not state their de- 
mands for benefits in terms of costs; i.e. cents=per=hour 
but rather they talk about a third week of vacation, etc. 
Since the company, of necessity, must compute the vrice tag 
of this"benefit" in terms of added costs to production, the 
two parties must have agreement as to the impact on the com- 
pany and on the employee. This brings us right back to the 
unsolved mystery of what constitutes a fringe. 

The broadest definition is; any expenditure on labor 
other than straight time pay. With this definition a com- 
pany can include every one of the benefits discussed in 
Chapter II, plus many more. (One authority has listed 105 
benefits that he has found in use in industry. )°° The nare 
rowest definition is: any expenditure that has cash value to 
the employee. This could exclude life insurance, recreation 
macilities, tc. 

Comments and viewpoints of management, union, and BLS 
on items to include or exclude in the fringe benefit package 
are vresented below. They have been gleaned from NICB studies, 


union revorts, and BLS studies. 


PREMIMUM PAY 


Management is split on premium pay. Some say it represents 
extra Wages to workers with no additional unit production on 
297 We Belcher,Wage and Salary Administration, New York: 


Prentice Hall Inc. 1955, Appendix 


oo 





their part and should be included. Others say that the com- 
pany must pay extra for added inconvenience to employee for 
working long hours, and that overtime work is scheduled at 
company's discretion; therefore, exclude it from the fringe 
package. Chamber of Commerce does not include it as a fringe 
on their surveys but does include it in the payroll base for 
computing fringes as percent of payroll. 

Unions call it "penalty pay". If it is included as a 
fringe it will introduce a very erratic element in expendi- 
ture calculations because of varying production demands. Al- 
so, the scheduling of evertime or shift work takes place only 
When the employer considers it to his benefit and not necessar-~ 
ily to his employees’ benefit to do so. 

BLS calls it premium pay but refers to it as extra com- 
pensation. It is included on their survey of Supplementary 


Employee Practices. 


Pay For Time Not Worked 





Management is unanimous in their opinion that these costs 
should be included as fringe benefits. The employee receives 
pay for absolutely no work. Chamber includes it in its bi- 
ennial surveys. 

Unions apparently recognize it as a supplementary benefit 
but maintain that it benefits both company and worker. Paid 
vacations and holidays are important as leisure time but not 
as additional income. They provide no more hourly or annual 
income for the worker than he would receive if he worked such 


time. 


BLS lists it in its 1959 survey of Supplementary Practices 


AO 





but refuses to take sides as to whether management or labor 


benefits. 


Pay for Time Not Worked (Inside the Plant) 





Management would mostly include this fringe because it 
represents loss in productive time that the employer pays 
for. (Exception is when continuous process is used and there 
is no loss in production.) Chamber includes it in their sur- 
veys. 

Unions consider this item (wash up, etc.) as a condition 
of employment and not a benefit. 

BLS has conducted studies on this specific item for years 


but has never referred to it as a supplemental benefit. 


Health Benefits 


Management is unanimous in their inclusion of the various 
benefits, e.g. hospitalization, surgical, sick and accident, 
etc., but most exclude company medical services as being 
direct benefit to the company. The Chamber includes health 
benefits in their surveys. (It is believed that "in house" 
medical services are excluded.) 

Unions recognize as a fringe benefit but maintain that 
costs cannot be added to worker's hourly wage to show how 
much he really receives. These benefits help maintain a 
workers’s income during a period of illness and do not in-= 
crease the annual or hourly rate of pay. 

BLS includes on their survey of supplerental practices 


for workers. 


Ay 








Security Benefits 





fanarement would unanimously include these benefits as 
a cost to company and as a monetary benefit to the employee. 
Chamber includes them in their survey. 

Unions concur that they are benefits but, as with health 
benefits, not to be added to hourly wages as a demonstration 
of increased income. They help maintain a worker's income 


after retirement but do not increase his present pay. 


BLS includes them on their survey. 


services to Employees 


Management would exclude most services as not being 
benefits and charge them off as the "cost of doing business". 
Relatively small expenditures, limited employee participa= 
tion, mutual benefits, etc., are the primary reasons for ex= 
cluding. Meals and recreation would be included by most com= 
panies as saving the employee money.e Chamber includes only: 
(1) discounts on goods and services purchased from company 
by employees, (2) employee meals furnished by company, and 
(3) education expenditures. 

Unions consider them to be conditions of employment. 

BLS. (Could find no evidence that BLS has referred to 


these items as supplemental benefits.) 
Bonuses, Profit Sharing, etc. 


Management would definitely include. Chamber lists pro= 
fit sharing and bonuses in their surveys. (The writer con= 
cludes that savings plans and other types are not prevalent 


enough to warrant listing at this time.) 
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Unions consider any deferred payment plans in the same 
category as pensions, i.e., recognize as 2 benefit but not 
aS a sum that can be added to the hourly wase rate to indi- 
cate increase in wages. 

BLS lists profit sharing and bonuses in their survey. 

deaete 

As a result of their studies over the years, the National 
Industrial Conference Board has arrived at the followings 
characteristics as being common to most practices that 
companies consider as fringe benefits: 

(1) Cost the employer money in that they add to the cost 
Of a production nour on work. 

(2) Add to the employees’ take home pay because they 
give him more money for the same amount of work or supply a 
benefit he would otherwise have to buy. 

(3) Are available to all or almost all of the employees. 

(4) are a variable cost in that they increase or de- 
crease as work force changes in size. 

If the reader is now thoroughly confused as to what con- 
stitutes a fringe benefit, there is still one final hurdle 
before he can fully appreciate the figures presented in the 
statistical surveys. Even if we talk about the same ex= 
penditure by name, how do we price it? 

The BLS survey presents figures in four different ways: 
(1) cents per pay roll hour; (2) cents per plant hour (ex-= 
cludes hours on paid vacation, holiday, etc.,)3; (3) percent- 
age of straight-time payroll; and (4) percentage of gross 


>t pringe Benefit Packages, (Studies in Personnel Policies, 
No. 143, New York: Nat'l Industrial Conf. Board. 1954), p.5 
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oayroll. The Jhamber of CSommerce presents figures as: (1) 
certs per payroll hour; (2) percentage of gross payroll; and 
(3) dollars per year per employee. A demonstration of how 
various figures can be combined to render fringe benefits per 
employee as percentages is shown in Figure l. 

This tangle of terms and statistics prompted S. A. Raube, 
Director, Division of Personnel Administration for the National 


Industrial Conference Board to write: 


When one company compares its fringe costs with another, 
they are often comparing apples with cabbages. Even 
after eliminating the cabbages, they recognized that 
they were comparing Baldwins with Winesaps.5d2 


Now that the reader has been duly warned of most of the 
pitfalls, we can proceed to-the latest statistics available 
in the field; the 1961 Chamber of Commerce survey of Fringe 
Benefits. (Whether there is agreement, as to whether certain 
items should be included in a survey entitled Fringe Benefits, 
or not, at least the reader should be able to scan the follow= 
ing figures With an “educated eye". As has been pointed out 
previously, no one else publishes such a comprehensive compil- 
ation of Statistics on a recUrrine basis.) This survevmee 
the eighth biennial survey for the Chamber (the results of 
the 1963 survey have not been published at the time of this 
writing) and was similar to the preceding one except for added 
detail and coverage. 

Questionnaires were sent out to 2,774 firms, using samp= 


les from Poor's Register of Directors and Executives 1961 








(omitting firms with under 100 employees). Large and medium 


°c omputing the Jost of Fringe Benefits, (Studies in 
Personnel Policy No. 128, New York: National Industrial 
Conference Board, 1952) pv. 3 
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Annual Fringe Benefits and Earnings per Employee, 1961 
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Bog.7\ FRINGE SSS Pensions, insurance, ete. 
BENEFITS Miscellaneous 
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Rest periods, ete. 
Paid vacations, holidays etc. 
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Overtime premium pay $126 
Holiday premium pay 20 





Shift differential an 

Production bonus 86 

Other payroll items | 10 
Total $267 


OUR Zoe Us. S. Sramber of Commerce. 
Figure I 
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BENEFITS $1,254 $1,254 $1,521 
BASE $5,036 $4,256 $4,256 


Fiz FRINGES___74.9% 29.5% 35.7% 
TOTAL 4; 25 ¢ STRAIGHT-TIME 
payrout_ 2 ? PAY FOR TIME 
$5,036 WORKEO 
$4,256 


$741 
256 
398 
8] 
$513 
131 


382 






















sized public utilities, insurance comvanies, wholesale and 
retail firms, and 300 of the largest banks were added to 
thise Included in the 2,774 were the 1,064 firms replying 

in 1959. Replies were received from 1120 firms of which 

748 had also replied in the 1959 survey. Figure 2. indicates 
to what extent some of the vreviously discussed benefits are 
actually in use in the various industries. (Note that the 
Chamber does not list Premium Pay in its list of fringes, 

but it does use it in establishing the base from which per- 
centages are computed.) 

Fringe benefits ranged from 8% to over 70% of the pay- 
rool with an average payment of 24.9%. (Based on fross pay- 
roll which includes premium pay; if straight-time pay had 
been used only, the average would have been 29.5%). See 
Figure 3 for a breakdown of fringes as a rercent of gross 
payroll. 

some interesting sideligshts wuicovered by the survey; 

(1) Larger firms tended to pay higher fringe benefits 
than smaller firms. 

(2) Highest payments were made in the Northeastern 
States, followed by the Western, East North Central, and 
southeast. 

(3) The medium percentage was 23.9%, just slightly less 
than the arithmetic mean of 24.9%. 

(4) Highest hourly earnings of $3.007 were reported by 


the petroleum industry; lowest were the hotels. 
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Average Fringe Payments 


1961 FRINGE PAYMENTS averaged 24.9% of pay- 
roll for all companies. These payments included: 
Legally required payments (employer's 


nonmanufacturing companies paid 27.1%, as shown 
in Table 4. 
Manufacturing firms had higher fringe payments 


can” ne ) ofiter abecalipeaepaee: 5.1% than nonmanufacturing firms for Old-Age, Survivors, 
(employer's share only).................... 7.9 and Disability Insurance, Unemployment Compen- 

Beemer abetmaes, 1UnCh (ptaOie SIC... 5... 2.6 sation, workmen’s compensation, insurance, and 

Payments for time not worked ................ 7.6 

Profit-sharing payments, bonuses, etc. .......... 7 vacations. 

Total 94.9% Nonmanufacturing firms had higher payments for 


The manufacturing companies paid 23.6%, some- 


what less than the all-company average, while the from the company and sick leave. 


Fringe Payments by Type of Payment, 1961 


Total, a Total, Total, all 
Type of Payment all all pene, nonmanu- 
companies 0 Aer facturing 
Total fringe payments as percent of payroll......... 0... ccc cece eee eens 27.1 
1. Legally required payments (employer’s share only)...............0 0000 eeeues 4.4 
a. Old Age, Survivors and Disability Insurance............. 0.0.0... cece eae 2.6 
b. Unemployment COMPGHBRUIG II. iis. ese. aie claiai tessa n+ a 1.1 
c. Workmen’s compensation (including estimated cost for self-insured)......... 0.5 
d. Railroad Retirement Tax, Railroad Unemployment Insurance, state sickness 
MCTOOIBAE, IMSUTATICE, COOL ois cgeususs 5 ss 406 6 w © eulegagne 60 Risllegabcns. + cieuSagues © ellenegaye s-« 0.2 
2. Pension and other 5 ea pon payments (employer’s share only).............. 9.8 
a. sa plan premiums and pension payments not covered by insurance-type 
pen ME s,s ss he a ee. a ee, ee... 5.9 
b. Life insurance premiums, death benefits, sickness, accident and medical-care 
insurance premiums, hospitalization insurance, ete. (ES! 6) | aa 2e1 
Contributions to privately financed unemployment benefit funds............ : 
Hi Separation or termination pay allowances................. 06.0.0 cece eee 0.1 
~e. Discounts on goods and services purchased from company by employees...... 0.2 
f. Employee meals furnished by company... ............. 0.000000 eee eee 0.9 
g. Miscellaneous payments (compensation payments in excess of legal require- 
ments, payments to needy employees, etc.)....... 0... 0. cece ee eee ees 0.6 
3. Paid rest periods, lunch periods, wash-up time, travel time, clothes-change time, 
SPOON UNITE, GLC... wie ccc cee cee ee eels secs s 00s 04 a enenIe 6 scene one 
4. Paymentsifor time notworked...... 0.0... 0. cw ccc cc eee cee eet eeeens 8.3 
a. Paid vacations and bonuses in lieu of vacation................. 0.02 ce eee 4.0 
b. Payments for holidays not worked.... 0... ... 0... ccc cee cee ete e eee e eas « 2.5 
UNMET TOME TCPUORING, ms. cuiens 5 co ct oe can Bly so ont 0 oe we « « nssuepdiene SE 9» eee 1.4 


d. Payments for State or National Guard duty, jury, witness and voting pay 
allowances, payments for time lost due to death in family or other persona 
reasons, etc Be re 2 en rk ee St 


ites... ee ees eG... .. . . . 0 ee 


a en a ee ee 
b. Christmas or other special bonuses, service awards, suggestion awards, etc... . 
c. Employee education expendltures (tultion refunds, etc.) 

d. Special wage payments ordered by courts, payments to union stewards, etc..... 


Total fringe payments as cents per payroll hour.................0cce ec eeee: eee 
Total fringe payments as dollars per year per employee...................000 000 


won ooo th C—) 
Am Ne @On\| & 


= O 
Coe 





Lo) 
~] 
ons 


Number of companies............ 0.0000 c cece cece ee eees el a Gs oo Se 


* Leas than 0.05%. 
** Figure shown is considerably leas than legal rate, as most reporting companies had only a amall proportion of employees covered by tax. 


SOURCE: U.S. Ghamber of Commerce 
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pensions, discounts on goods and services purchased 


70 





(5) The average payroll of ail companies surveyed was 
composed of 94.7% straight-time vay, 2.5% overtime, .4% holi- 
day premium, and .5% shift differential. (The balance con- 
sisted of miscellaneous payments, e. g. cost of living, eta, ) 

In regards to (5) both the Chamber of Commerce and the 
Bureau of Labor Statistics surveys treat premium pay in a man= 
ner that could mislead the reader and even be considered as 
understating the statistics on premium pay. Take, for example, 
the petroleum worker at $3.00 per hour straisht time pay. For 
overtime, say he receives the normal pay and a half or 34.50 
per hour. The surveys would carry this as $3.00 straight 
time pay and $1.50 premium pay and not as $4.50 premium pay 
that it actually should be. If the employee works 100 hours 
Overtime during the year, the surveys would indicate that he 
had been paid $150/$6540 or 2.3% overtime when actually over- 
time amounted to $450/$6250 or 7.2%. (This latter figure 
would show over three times the amount of pay for overtime 
than the surveys. This method would also decrease the straight 
time pay base and therefore increase the overall vercentage 
of fringe benefits on the surveys using STP as a base.) 

Figure 4 indicates the fringe payments as cents per pay= 
roll hour. This is the method that the labor union prefer 
for bargaining comparability. At this point it would be well 
to reiterate that these figures represent, more or less, the 
management side of the house. The 61.6¢ average for all the 
firms includes many items which the unions would never use 
as an indicator of the worker's real income or even as repre- 


Sentative of the company’s costs. However, these ficures are 
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the best available to indicate average “expenditures” and to 
obtain a comvarison with previous years and a comparison a- 
mong industries. 

Figure 5 shows costs as percent of payroll for the var- 
ious categories of industry. It is just a more detailed 
presentation of the over all figures presented in Figure 3. 
(Figure 6 is a bar graph of the same information.) 

Figure 7 presents the fringe package so that the employer 
can educate the employee on the total dollar value per year 
of his fringes» In 1961, the average total fringe benefit 
per employee was $1254. The unions object to this type of 
presentation as being propagandae They maintain that some 
of the benefits are mutual to the company and to the worker; 
some of the so-called costs really lead to increased produc= 
tion; and that the companies interchange the words "benefits", 
"costs", and "expenditures" too freely. Whatever the semantics 
at the bargaining table, management is rapidly becoming con= 
cerned over the fact that their "expenditures" for the fringes 


represent an amount equal to one quarter of their payroll. 
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CHAPTER IV 
THOUGHTS ON THE PROBLEM 

It is all very well to criticize the CGnamber of Commerce 
and BLS surveys, but it should be remembered that, vroperly 
interpreted, they serve a very useful purpose at the bargain- 
ing table. The "fringe package" is a relatively new problem 
area for both labor and management negotiators. Ground rules 
are still being developed by which to play the game. Labor 
and management have been accused of muddling into agreements 
on fringe benefits without either side being fully aware of 
the ultimate costs or benefits involved or without consider= 
ing better alternatives. (The "innocuous" proposal to reduce 
retirement age from 65 to 60 in order to alleviate the un- 
employment situation would increase the cost of oension plans 
by 50%.)?? Before attempting to draw conclusions, let us 
pause for 2 brief consolidation and summarization of where 
fringes stand today. 

The growth of such a procedure as granting benefits to 
supplement regular wages stems from the conscientiousness of 
a few pioneering employers and the workers' concern for se- 
curity from unemployment due to illmess or other reasons. 
Wnen the "Great Depression" slowed the private programs, 
society expressed its concern for security through the Federal 
Government in the form of the Social Security and Unemployinent 


Compensation Laws of the 1930's. With the increase of union 


D7 4, Jo Mueche, Successful Pension Planning, New York: 
Prentice Hall 1949, p. 161. 
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strength in the late ‘30's, fringes were given a mild reju- 
venation due to3 (1) company paternalism as a means of 
countering union gains, and (2) pressure from the unions for 
better wages and working conditions. 

The real impetus to the growth of fringes was World War 
II. The combination of Wage stabilization and tax policy in 
a marginal labor market revived the older supplemental benefit 
plans and spawned several new ones. In the post war years the 
initial momentum was reinforced by; (1) continued high corp= 
oration and personal income tax policy, (2) union and manaze- 
ment desires for workers to share in the economic prosperity 
without the stigma of contributing to the wage-price spiral 
(fringe benefits are not as identifiable as wage increases 
as direct pay increases), (3) temporery reinstatement of wae 
stabilization controls during the Korean conflict, (4) work- 
ers greater concern for job security, financial protection 
in emergencies, and retirement income rather than higher pres= 
ent pay, (5) realization by both management and labor that 
the individual cannot amass the capital necessary, under to= 
day's tax structure, to provide for retirement, and (6) manage= 
ment’s desire to attract and keep skilled labor (based on the 
belief that fringes are more effective than higher pay in this 
competition). 

In the background are two very strong reasons for support 
of fringe benefits that have never been subjected to statistical 
survey but which influence all negotiations; (1) management's 
appreciation of the fact that comparable cents-per=hour ine= 


creases in straight-time pay would pyramid costs because 
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premium pay, social security taxes, and almost all other 


fringe exvenditures would be calculated on higner wage badenan 
and (2) the belief of union leaders that more employment op- 
portunities will be made availabie througn the reduced work= 
ing time brought about by certain fringes (increased length 

of paid vacations, early retirement, etc.) 

This phenomenal post war growth in fringe expenditures 
is shown by the bar graph in Figure 8. (Although there is 
a difference of opinion as to what constitutes a fringe and 
how to cost account fringe benefits, at least the graphs are 
useful for comparative purposes. The Chamber has consistent= 
ly applied the same ground rules in their surveys and in Fige 
ure 8, note that the statistics are for 91 identical companies 
over the 14 years.) The one BLS survey available for compar- 
ison (1959) differs in the overall percentage from the 
Chamber's survey by 8%. This is due to the difference in 
fringes included in the package. Comparison between individe= 
ual benefits, where possible, reveals only slight differences. 

With our position consolidated, we will now proceed to 
examine some of the thougnts which have been stimulated by 
the emergence of this new management-labor "problem area," 

(1) Objections have been voiced as to fringes limiting 
the mobility of the labor force. Transfer between jobs re= 
sults in loss of accumulated benefits and delay in acquiring 
service requirements for qualification in the benefits of- 


fered in a new job. This area has been analyzed by 


TW stert, OD» Cite, p. 6 
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Dr. gd. He Foegan, Assistant Professor of Business, Winona 

State College, Dr. John D. Stanley, Associate Professor, 

Business 4dministration, University of Rochester, and 

Dr. Majorie fT. Stanley, Economist, specializing in labor and 

industrial relations. In general, it is conceded that fringes 

do contribute to immobility. However, so do employees’ in- 

vestment in seniority, occupational specialization, and family 

tendency to remain with friends, relatives, and ¢chools in 

the present community. The present trend is towards establishe= 

ment of the worker's vested rights in the various pension 

funds, etc., after 3-5 years. This will tend to nullify 

current objections to the immobility generated by fringe benefit 

practices. 
(2) Peter Henle, in an address before the Labor=-Manage= 

ment and Capital Planning Conference in March 1962, wondered 

if the overall pursuit of job security has resulted in more 

Stability but fewer jobs. The fear has been expressed that 

management finds it less costly to pay present workers over= 

time than to hire new workers and outfit them with all the 

fringe benefits.-© 
Overtime in manufacturing industries averaged aimost 


three hours per week per worker in 1963. Secretary of Labor, 


Wirtz estimated that if this overtime had been performed by 


°°, He Foegan, John D. and Majorie Stanley, “Re= 
Examining Fringe Benefits,” Personnel Administration 25, 
May 1962, ppe 13-28. 


Opeter Henle, Assistant Commissioner of Labor Statistics, 
U.S. Dept. of Labor, "“Surrent Trends in Fringe Benefits", 
(Speech before Labor-Management and Capital Planning Conference, 
Chicago. March 16, 1962) op. 15. 
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other workers, it would have meant over 900,000 additional 
jobs. The current union proposal, backed by President Johnson, 
to pay double time rates for overtime is aprarently a sien 
towards forcing industry to hire more workers. Industry con-= 
siders this action as excessive interference by government. 
Doubts as to whether the desired effect will result have been 
expressed. Some employers have indicated that the costs for 
eltner additional workers or increased overtime will result 

in reduced production and will increase unemployment as 


Dif 


marginal and special orders are refused. (AD présentg 
congress seems in no mood to be rushed into writin=z the revised 
law.) This is an area that deserves critical examination taat 
is beyond the scope of this paper. 

(3) Prancis Wistert in his book on frinves has said that 
one of the important results, 

has been | an ideological one=the preservation of whe 

employer's right to provide benefits for his employees 

voluntarily. Had industry failed to provide those benefits 

thought essential by social conscience, our COUMUr? —Goered 

well be throttled by socialized programs.5% 
It is certainly true that in European countries tne sovern- 
ment's direct participation in worker security is far greater 
than we experience in the United States. In Germany, France, 
and Italy, the employer is taxec up to 44%, 50% and 75%, re= 
spectively, cf his total wage costs for "social charses". In 
sweden, New Zealand, and Australia, where the sovernments are 
definitely welfare minded, the workers’ velfare is paid for 


oT ty the New Worry About Overtime," U. 3S. News and 
World Revort, Jan. 20, 1964, p. 89+. 


oa 
po matert: op. ciit., po. 144-145. 
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out of general tax revenues. In the United Kingdom, the 
"cradle-to-srave" welfare system costs the employer only 3.3% 
directly; general tax revenues plus contributions from work-~ 
ers' pay most of the bill.” 

Have we, with our system of limited direct government 
participation, allowed relatively few of the labor force to 
be provided with adequate retirement (etc.) benefits while 
the many are inadequately provided for? There are no pat 
answers. It would appear that our system has already com- 
menced compensatory action. The small firms which were fight- 
ing for their lives because of their inability to match fin- 
ancially the growing fringe package of the big companies, have 
teamed with the unions in multi-employer plans. Government, 
in 1962, provided assistance indirectly by permitting tax de- 
ductions on one half of the contributions of self employed 
people towards self-employed pension plans. Insurance con- 
panies are tailoring programs and handling the administrative 
details of insurance plans that normally would have been out 
of reach of smaller firms. 

again, there is no pat answer as to which system is better, 
European or American. Of interest, is the trend for many 
European business firms to coffer extra benefits directly to 
their employees as they bid for workers in a tightening skilled- 
labor market. Peter Henle, in the address mentioned previously, 
Stated: | 

It seems to me a tribute to the American system that 


I wirst National City Bank Monthly Letter, New York, 
The First National City Bank, Dec 1960, p. 1-2. 
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neither labor nor manavement is interested in adopting 
the Buropean arranzemente Unions doubt that it would 
provide their members with greater benefits and employers 
doubt that such a system would yield them lower costs. 
The present system with its emphasis on decentralized 
decision making can meet the EES as needs of specific 
groups of workers and employers, 00 


60 peter Metime eODemet tse, De LO. 
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VHAPTER V 


imei DSs IN SINCE BENG iS 


Based on the steady growth pattern indicated by fringe 
benefit surveys and current news articles regarding labor's 
aims in the approaching negotiations over expiring contracts 
this vear (1964), the trend appears to be summarized in the 


Single word, more---More paid vacations, more rest periods, 





more retirement benefits, more employees covered by benefits 





are all indicators Of this trend. Unions are vressingere. 
increased benefits under existing plans in the form of (1) 
inclusion of dependents in the health and insurance plans, 

(2) continuation of these two plans after retirement, at re- 
duced prices to the employee, (3) provision for payments 
(reduced) to the widow in the event of the death of the ven- 
sioner, (4) early retirement, and (5) "“esculator clauses" 
for pensions that will increase benefits as the cost-of-living 
index increases. 

New fringes are being adopted at union insistence, for 
example: "sabbatical" leaves every five years (steel workers 
won 13=<week vacations every five years for older employees); 
and technological adjustment pay for workers laid off as 4 
result of new technological developments. Some new bencfits 
are of the "off-beat" variety; e.g, supermarket clerks in 
Los Angeles get free psychiatric services as a result of nezo=- 
tiated contract; “lonely pay" as added compensation for worxk- 


ers who are deprived of the companionship of their associates 
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: 61 , 
while on the job; and bonus pay while workers are on vaca-~ 


tion "to cover the extra cost of travel and spending time 
away from woneu. °° 

Aside from some of the unusal additions to individual 
companies’ fringe packages, the basic viewpoints of the 
unions, as they approach the bargaining table, are3: (1) job 
security for the workers presently employed, and (2) more 
employment opportunities through reduced working time. Manage= 
ment has no quarrel with the first objective and can even 
claim cmedit for initiating the early programs. It De"ever 
the second point that disagreement develops. Concessions 
have been made, but the forthcoming negotiations in August be= 
tween the "Big 3" and the United Auto Workers may be bitter. 
some of the bargaining points that will probably emerge are 
listed below since these particular negotiations seem to set 
the pattern for bargaining in a fair portion of American in- 
dustry. 

(1) Tie pensions to cost of living. 

(2) Employers pay full cost of hospital and medical 
insurance for retirees. 

(3) Create more jobs through early reiirement, longer 


paid vacations, more paid holidays, and shorter work Teste 


Ol ns sing Fringe Benefits", Business Management, V24, 
August 1963, pp. 45-8. 


Ce valter Reucher, an address before the U iW Convention 
at Atlantic City, March 1964. 
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In additiion the UAW will fight: (1) to cut the produc- 
tion pace by reducing the speed of the production line, and 
(2) for increased time away from the production line (it has 
been asserted that the companies should hire fewer supervisors 
and more actual production workers). The UAW strongly sup- 
ports the idea of double pay for overtime as a means of forc=- 
ing the employer to hire additional Meee rig ws 

To shift to the management side of the house, probably 
the most significant trend here, is the increased awareness 
by management of the cost and impact on employee, of fringe 
benefits. Management has stood accused of abdicating, to 
unions, their control over the structure of the fringe packe- 
age and of the fringe-base pay "mix". 

Managers have not only acquiesced to union demands for 

particular fringe benefits but companies have sometimes 

offered a certain dollar amount, or cents=per-hour 
equivalent, and have left to the union the decision as 
to how the package nase be allocated between base pay 
and fringe benefits. 

In the past, companies have often spent millions of 
dollars on benefits and then made secret of what those 
benefits are and how much they cost. 

Management preoccupation with legal negotiating and 


financial administration has led them to slight the 


psychological value in an employment benefit program. ©© 


O45, S. News and World Report, March 16, 1964, pp. 31=34. 








oO Regan, Op. Cit., pp. 22. 


6 aaployee Benefits Not Communicated", Controller, V 28, 
June 1960, PPpo 280. 
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It has been proposed that an operations analysis approach 
can be taken to determine the proper mix of benefits that will 
maximize employee satisfaction and assure efficient produc=- 
tion. °? The cost data on all the fringe benefits is becoming 
more available as companies realize the need. The National 
Industrial Conference Board, Bureau of Labor Statistics, and 
Chamber of Commerce of the United States have all conducted 
extensive studies in this area. Judgement is necessary in 
selecting the proper fringes for the particular company; e-g., 
retirement benefits are much more appealing to older male work- 
ers than to young, married women who are interested in im- 
mediate spending money. These selections would have to be 
assigned a ranking or preference value in order to apply quan= 
titative principles. If the optimum combination could be de- 
rived with this approach, it would be necessary to reappraise 
the package on an annual tasis. 

fin order for such an approach to be used, the employees 
must understand what benefits are involved and how they are 


affected. Within the last 3=5 ;ears there is increasing evi- 
dence in the professional periodicals and surveys by NICB 
that more and more companies are realizing that advertising 
their fringes has a place in the budget and may be as importe= 
ant as money spent on advertising their product. 

This move to regain control, or at least to share control 
With the unions, of the fringe programs, is apprently appre- 
ciated by both sides of the bargaining table. "Advance 


67 


J. He. Foegan, "Product Mix for Fringe Benefit," Harvard 
Business Review, Vol 39, June 1961, pp.64=8 
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bargaining" in preparation for formal contract talks, and even 
continuous liaison is becoming more prevalent. This trend for 
economic appraisal and analysis of benefits is probably the 
most significant and welcome idea that has occurred in the 
"Topsy-like" growth of fringe benefits. 

In response to the question posed at the beginning of this 
paper, "do fringe benefits pay for themselves"; it is hoped 
that the reader now realizes tnat there is no answer. The 
fringes that have been granted by employers are now taken for 
sranted. Industry has only recently awakened to the fact 
that management has not always been in control of their fringe 
programs, much less properly cost accountins them. ‘The ques= 
tion should be re=phrased to read, "Will future additional 


fringe benefits pay for themselves." 
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APPENDIX A 
COMPARISON OF INDUSTRIAL FRINGE BENEFITS WITH THs 


SUPPLEMENTAL BENEFITS FOR MILITARY PERSONNEL ON ACTIVE DUTY 


If definition of terms and differing attitudes complicate 
the discussion of fringe benefits in industry, the problem is 
compounded when an attempt is made to compare these benefits 
with the various military supplemental benefits. aAgain, we 
face the questions: (1) what constitutes the fringe, and (2) 
how do we cost account it) once it is defined. 

In 1961-62 a board, comprised of civilian members and a 
flag officer from each of the services with Mr. William Gorham 
as chairman, conducted intensive studies of Military compensa- 
tion. Vice Admiral T. G. Settle, who represented the Navy on 
the Gorham Board, has been most considerate in forwarding 
material on Military Supplemental Benefits which had been 
generated as a result of the controversies raised in this field 
by the Board. 

It will be necessary to expose the reader to some new 
terms and a brief background on certain benefits before at-= 
tempting to analyze the comparative costs of industry and 
military fringes; 

lL, Pays 

a. Basic Pay 

be Quarters (allowances and quarters furnished) 

ce Subsistence (rations and allowances 

d. Hazardous duty 

eo. Clothing (allowances and clothing furnished) 

f. Re-enlistment bonus 

go. Sea and foreign duty 

h. Medical incentive pay 


i ~eonlcvency pay 
je Federal Income Tax exemptions 


ve 





k. Terminal leave payments 
1, Mileage at sevaration 


ce SUPPLEMENTARY BENEFITS. 


a. Pay for leave, holidays, etc, 
be Military retirement 
C. Bscetal Securmty 


ds Dependency and Indemnity Compensation 
eo. WDeath wratuity 


to Eurail cosets 

@. Medical care3 
Service Personnel 
Dependents 

ho Separation pays 
Terminal leave 
Severance 


Unemployment compensation 
i. Commissaries 


jo Post exchange 
ke Civilian education 


1. Recreational facilities 

me Mortgage insurance premiums 

The foregoing list was provided by Admiral Settle. The 
original list also contained figures for each item which re= 
presented the obligations for the fiscal year 1961 for all 
military personnel on active duty. (Exceptions to this state- 
ment will be noted for the items which have been underlined. ) 
The list also showed the dollars per capita and percent of 
pay for each item. (Since many of these items will be grouped 
under a common heading for the purpose of comparing with in- 
dustry's fringes, it was not considered necessary to present 
the reader with an enormous quantity of nine and ten digit 
numbers at this time.) The purpose for introducing the list 
ls to familiarize the reader with the terms and to explain 
the derivation of the military figures which will be employed 
in the study of comparative costs. 

The cost of each of the items was represented by the 


amount of obligations against appropriated funds in Fiscal 
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Year 1961, as reported by the services, except for the 
following: 

1 bo. Quarters furnished porticn of this item represents 
about one third of the total line item cost. Since the quart= 
ers already existed, they weuld not appear in current obliga= 
tions. Approximately one half of this portion is for opera- 
tion and maintenance and the remainder is the amortized initial 
construction cost. (In this item, as in all following items, 
the financial analysis was performed by Actvarial Consultants 
in various Federal Agencies.) 

1 (3) Federal Income Tax Exemptions represent the estimated 
value of tax exemptions for certain non=taxable items of pay; 
e.fo quarters, subsistence, etc. The figures were calculated 
on the basis of a 1% sample of pay records and included: (1) 
determination of net income after deduction of required Federal 
Taxes from total pay; (2) determination of the annual income 
that a civilian with the same number of dependents would have 
to receive in order to have the same net after Federal Taxes; 
(3) arriving at the figure which represents the difference 
between what the civilian would be paying in taxes to have 

the income in (2) and the taxes paid by the serviceman in (1). 


1(1) Mileage at separation figures will not include the 





amounts paid to personnel who do not re-enlist in the rili- 
tary. This item and terminal leave payments are paid whether 
the enlisted serviceman continues on active duty or not. If 
he remains on active duty the expense is considered part of 


his pay. If he returns te civilian life the milease payments 
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are treated as costs of overation (costs of doinz business); 
the terminal leave is considered a supvlemental benefit if 
he returns to civilian life. (Terminal leave consist of a 
day's pay for each day of unused leave accumulated during 
his contract, up to a maximum of 60 days.) 

2(a) Pay for leave, holidays, etc.,is an implicit part 
of the pay allowances in list (1), but is broken out for the 
purpose of comparing with industry fringe benefits "time 
off with pay". It has been computed from an assumed 5-day 
work week. 

2(b) Military retirement figures do not represent current 
obligations. They are the current=service accrual cost for 
active service performed in FY 61, calculated on an actuarial 
basis at 3% interest, with personnel retention rates substan- 


ial ly vase they were imery ol 


2(d) Dependency and Indemnity Compensation (DIC)figures 





are an accrual figure also. They are the actuarial commuted 
value of all future payments to be made on account of deaths 
occurring on active duty during Fiscal Year 1961. 

2(h) Unemployment compensation portion of Separation 
Pay represents the amount obligated by the Department of 
Labor and not by the services. (These payments are similar 
to unemployment compensation disbursed through the States. 
Since the service man has nad no opportunity to establish 


"covered employment", the Department 


minimum requirements in 
of Labor underwrites these payments, when necessary, for the 
serviceman who is released from active duty.) 


2(i) Commissaries and 2(j) post exchange figures, in 
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addition to current oblisations by the services, include an 
estimated rental charge for use of the buildings based on 
rental-sales ratios in comvarable commercial activities. 

In addition to the foregoing explanation on the deriva- 
tion of cost figures for certain items, a brief amplification 
of some of the terms employed in the two basic lists is oro- 
bably in order. Most of the terms are self-explanatory ex- 
cept™for tne following: 

1(h) Medical incentive pay has arisen since World War II 
and is the additional compensation paid +o doctors and dent- 
ists who serve in the military. The intent is to provide a 
partial offset for the loss of income from what they coulda 
Carn ec iy idead practice. 

1(i) Proficiency pay represents the attempt by the milie 
tary to compete with industry for the technically trained 
and/or suverior enlisted personnel. Proficiency pay is in- 
tended to attract and to hold these peovle who are in demand 
in civilian business. 

2(e) Death gratuity and 2(f) burial costs represent 
lump-sum amounts which are paid at the death of a servicenan 
on active duty. 


2(m) Mortzaze Insuranze premiums are paid for a service-~ 








man Wien he must obtain a loan to finance a new home. The 
intent is to alleviate, partially, the expense and hardship 
of frequent moves and necessity of home purchase in areas of 
nich rent or undesirable rentals. 

Math uals Introquction to military supplementary benefits 


and the previous information on fringe benefits in industry, 
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the information contuined in Fisure 4 1 should ve more under= 
standable. Tne format is similar to that contained in a 
MEMORANDUM FOR THE CHIEF OF NAVAL PERSONNEL from Admiral 
Settle, dated 13 March 1963. (Additional figures pertaining 
to Civil Service have bdeen deleted as having no bearing on 
the issues in this paper.) 

The format and figures for industry's "supplemental 
compensation for services rendered" have been taken from the 
Chamber of Commerce survey of fringe benefits for 1951, for 
the most part. The corresponding figures for the military 
have been taken from the unabridged listing of Pay and 
Supplementary Benefits for FY 1961. (The list without figures 
has been presented previously). 

Using Figure 7 (page 54) of this paper as a reference, 
note that Admiral Settle has not included the following items 
which were listed by the Chamber for industry; 

1(c) Workman's compensation 

2(e) Discounts on goods and services 

2(f) Employee meals furnished by company 

Dp Paid rest periods, etc. (Pay for time not worked) 
In personal memoranda between Admiral Settle and a financial 
analyst in another Federal agency the last three items were 
discussed and ultimately considered as not fulfilling the de- 
finition of “employee expenditures made as rewards for ser= 
vices rendered". (One memorandum noted that the Bureau of 
Labor Statistics intended to exclude these items in future 
surveys.) These items, along with workman's compensation, 


were excluded as being operating costs (cost of doing business) 


and not fringe benefits. 
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COMPARATIVE COSTS TO EMPLOYER/GCVSRNMENT OF SUPPLEMENTAL 
BENEFITS 1961 
INDUSTRY MILITARY 


AVERAGE STRAIGHT TIME PAY (STP) 2 
OR MILITARY PAY 81658 44289 





AVERAGE SUPPLEMENTAL COMPENS Aq 


TION FOR SVCS RENDER | 
Employers'/Governments' Costs of boot, 


share of insurance costs per STP per pay 


(OASI, life,health,death capita capita ___ 
unemployment mortgage SUB, $356 Woe S116 Qo i 
etc. 


Employers'/Governments' share 


of pension costs, retirement 211 4,53 601 14.0] 
Leave (vacation, sickness, 

holiday, administrative) 382 8.20 370 2eaee 
Profit sharing 40 o 86 none 
Bonuses, awards 132 2685 none 


Miscellaneous (severance, 
excess payments, etc.) al eA45 6 ol 4 


Premium pay (overtime, 
shift, holiday, eta) 210 4,50 none 


Medical Care (dependents) none 101 2.35 








TOTALS #1352 29.01% $1194 27.8% 
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NOTE: 

Although industry and the military compare favorably 
in 1961, the fringe benefit program in industry has a 
strong trend upward while military "fringes" have remained 
relatively stable. 


FIGURE Al 
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The averase straight time pay for industry is slightly 
larger than the amount used by the Shamber and the Admiral 
has included premium pay as a fringe benefit. The overall 
result of these variations has produced a slightly higher 
percentage figure for industry fringes; 29% versus 25% for 
the Chamber. 

On the military side, the average military pay was de~ 
rived from the figures previously discussed. The Admiral 
made one modification in that he considered the costs for 
clothing as an operation cost comparable to the cost of doing 
business where industry supplies work and safety clothes. He 
excluded this cost from the total listing under Pay before 
computing the average pay. He has also excluded the following 
items from the list of SUPPLEMENTARY BENEFITS as being opera= 
Vince COs tl Ss 
ae: Dependency and indemnity compensation 
2(¢) Medical care for service personnel (note that costs 

for dependent medical care have been included.) 
2(i),(31),(k),(1) Commissaries, post exchanges, civilian 
education, and recreational facilities. 

This writer devoted considerable time to juggling figures 
in various combinations, deleting and adding various items, 
etc. The end conclusion reached was that 25-30% was a rea- 
sonable spread for the purpose of discussing comparative costs 
of fringe benefits between industry and the military. The 
boundaries of accuracy of the input figures do not warrant a 
more closely defined result than + 5%. (The analogy of the 
so~called accuracy of corporate balance sheets with figures 


to the nearest cent wnen some inputs, eo.g., depreciation, are 


only educated estimates, is brought to mind.) The significant 
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point is tnat an attempt to cost account suppleme tal 
with similar economic analysis used in industry has Geen ip 

in example of what can happen when the same grcund riuies 
are not applied can be demonstrated by an analysis of an tin: 
published paper prepared by students, under tne Direction of 
Professor Tjersland, of the United States Naval Postgraduate 
School. The overall intent of the paper was to show the ‘Treai 
income" of a theoretical Naval Officer who would Pursue an 
average Naval career followed by retirement at the rank of 
Captain, at the end of 30 years, with 75% retirement pay. I 
determining the various "additional income” figures the fcl- 
lowing methods were used: 

(1) Premium costs for the most comprehensive Blue Cross 
Blue Shield Plan were used to arrive at the additional lncons 
that would be required to have the medical care for the offic 
and his dependents which is furnished by the military. 

(2) Premium costs for a $3500 Life Insurance Policy 
were used for the death gratuity and burial costs benefits. 

(3) Discounted value of the dependency and indemnity 
compensation (DIC) benefits to the widow was computed as 
$51,000. The premium for a 30 year term insurance policy 
was used as the amount of additional income required. (It 
should be noted that DIC is in force only while the servicesran 
is onpactive duty.) 

(4) The amount of cash that the officer would need at 
ase 52 (retirement age after 30 years service) to purchase 4 
life annunity equal to the retired pay of a Captain was cai-= 


culated. Based on this, a figure of $230.73 per month add; 
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tioval inome was deterainéea. (Gms tao is Wiecca oie 
interest and compounded annually, would vrovide the necesary 
eee at agen se.) 

(5) am "adjusting allowance" for income tax wolehewould 
have to be paid on tax-exempt vortions of military pay was 
addede 

The reader should recoenize that we are back to comparing 


apples with cabbases again. The potential fringe benefits for 





- 


this one employee are being compared to the actual per capita 
expenditures experienced by an employer. In this case the 
fringes computed as a vercentase of pay for an officer receive 
ing an annual income of $4600 (comparable to the average annual 
incomes examined in Admiral Settle's report) came to 99% versus 
25-30% in the “emoloyer costs" surveys. 

First, the venefits (additional income) of the theoretical 
officer will never be realized unless ne fulfilis his theoretie= 
cal career. If ne snould leave the service during the first 
twenty years, the ($230.78 ver month added income (amounting 
to 60% of the 99%) vanishes retroactiveia. @) further dears 
is that retirement between 20 and 30 vears would only yield 
50% vay.) 

The next major difference is the handlins of the Pederal 
income tax exemption. The financial analysts who supplied 
the facts and figures for Admiral Settle's report, correctly 
considered this amount as an increase in pav,not a fringe 
benefit. This has the effect of increasing the "base" with 


no increase in fringe benefits. In the case at hand, the base 


remains the same and a 25% fringe benefit is show. 
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Mis criticism of the cost avcountin= of af io 
income" in the referenced paper is not meant to detract tir 


the main intert of the vaper, i.e., base pay and aliowanu: 


t~4 


do net indicate the total income of a military ciiicer. 
introduced here only to demonstrate how misleading the fiture 
on fringe benefits can become. The main reason for the Goria. 
board becoming involved in the fringe problem Was the 2bssic: 
of concrete facts to refute the spurious claims that milita 
personnel received much greater fringe benefits tnan their 
civilian counterparts in industry. (The figures of 50% anda 
60% were not unusual in these accusations.) 

The realization of the military for the need of honest 
economic cost accounting of fringe benefits, using similiar 
eround rules as industry, is the most promising idea to emesc= 
in the field of military personnel pay in the Jast ten years. 
This is the sort of larguaze that Conzress and the Defense 
Department Economists can understand and appreciate, if the 


information is presented in the prover manner. 
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